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CONFIDENTIAL SANTIAGO 4718 

E. O. 11652: GDS 

TAGS: EFIN, PINT, Cl 

SUBJECT: GOC FINANCIAL MANEUVERS 

REF: SANTIAGO 2129 

1 . THE GOC APPEARS TO BE QUIETLY MOVING TO PROTECT THE ECONOMY 
IN THE EVENT POLITICAL DEVELOPMENTS SHOULD RESULT IN RESTRICTED 
ACCESS TO PRIVATE FOREIGN BANK CREDITS. AS OF MAY 31 THE CENTRAL 
BANK HAD ACCUMULATED $1.98 BILLION IN GROSS FOREIGN EXCHANGE 
RESERVES. IT IS PUBLICLY ASSUMED BY SOME SECTORS THAT THIS LEVEL 
OF RESERVES WILL BE USED TO EASE MONETARY POLICY, THUS LOWERING 
INTEREST AND UNEMPLOYMENT RATES. SOURCES IN THE CENTRAL BANK 
HAVE INFORMED US, HOWEVER, THAT THE GOC HAS DECIDED TO CONTINUE 
ACCUMULATING RESERVES THROUGH THE END OF 1978. 

2. ALTHOUGH NO OFFICIAL TARGET HAS BEEN SET, IT APPEARS THE GOC 
IS AIMING AT A RESERVE LEVEL IN EXCESS OF $1.5 BILLION. TO 
ACHIEVE THIS LEVEL THE GOC IS NOW CONSIDERING ACCEPTING SEVERAL 
ATTRACTIVE SYNDICATED LOAN OFFERS TO THE CENTRAL BANK. FINANCIAL 
PLANNING FOR 1978 HAD PREVIOUSLY LIMITED CENTRAL BANK BORROWNING TO 
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A $125 MILLION LOAN SYNDICATED BY WELLS FARGO AND A $150 MILLION 
OFFERING HEADING BY MORGANS. THE LATTER WAS OVERSUBSCRIBED 
TO $210 MILLION. IT NOW SEEMS THAT THE CENTRAL BANK MAY GO 
FOR AN ADDITIONAL $150 MILLION. CURRENT LOANS ARE BEING OFFERED 
TO THE CENTRAL BANK AT 1 1/4 TO 1 3/8 OVER LIBOR FOR FIVE 
TO EIGHT YEARS. 
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3. IN ADDITION TO THESE CENTRAL BANK LOANS THE GOC HAS APPROVED 
A ROLLOVER AND INCREASE OF THE 1976 BANKERS TRUST LOAN TO CAP 
FOR THE HUASCO PELLET PLANT. THIS NEW LOAN WILL BE SYNDICATED 
IN THE AMOUNT OF $100 MILLION. 

4. AS A RESULT OF MEDIUM AND LONG TERM CAPITAL INFLOWS, THE CENTRAL 
BANK NOW PROJECTS A BOP SURPLUS OF OVER $634 MILLION (SEPTEL). 

THIS AMOUNT COMPARES TO A $7 MILLION DEFICIT IN 1977 AND A $455 
MILLION SURPLUS IN 1976. THE 1976 BOP SURPLUS WAS A RESULT OF 
A SELF-INDUCED, DRASTIC CUT IN IMPORTS, RATHER THAN A CAPITAL 
ACCOUNT INFLOW FROM PRIVATE FOREIGN BORROWING AS IS LIKELY IN 19UIM 

5. CHILE'S ACCUMULATION OF RESERVES IS NOW BEING USED TO MAKE 
ADVANCE PAYMENTS ON 1979-80 FOREIGN DEBT OBLIGATIONS. BETWEEN 
APRIL- JUNE THE CENTRAL BANK MADE $180 MILLION IN SUCH PAYMENTS 
PRIMARILY TO PRIVATE CREDITORS. THE OBJECTIVE SEEMS TO BE TO 
REDUCE CHILE S HIGH DEBT SERVICE TO EXPORTS RATIO IN 1979-80, 

THUS MINIMIZING THE NEED FOR AND DEPENDENCE ON LARGE FOREIGN 
BORROWING IN 1978-79. 

6. CENTRAL BANK SOURCES STATE THAT THE STATE OF PRESENT INTERNATIONAL 
FINANCIAL MARKETS DOES NOT SUGGEST A DECLINE IN INTEREST RATES 

FOR CHILE. THEY BELIEVE, IN FACT, THAT HIGH LEVELS OF INTERNATIONAL 
LIWUIDITY MAY ALREADY BE DECLINING. IN SPEAKING WITH VISITING 
U.S. BANKERS EMBOFFS HAVE ALSO RECEIVED THIS IMPRESSION. AS 
THE DEMAND FOR CREDIT PICKS UP IN THE DEVELOPED COUNTRIES, 
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PARTICULARLY THE U.S., FEWER LOANABLE FUNDS WILL BE AVAILABLE TO 
THE INTERNATIONAL MARKET. THEREFORE, ON A BASIS OF SOUND DEBT 
MANAGEMENT ALONE THE CENTRAL BANK BELIEVES AN INCREASE IN CHILE'S 
LEVEL OF INDEBTEDNESS IS ADVISABLE AT THIS TIME. 

7. THE CENTRAL BANK CLEARLY HAS SOME TREPIDATION ABOUT THE LETELIER/ 
MOFFITT CASE (REFTEL). ONE CENTRAL BANK SOURCE STATES OPENLY THAT 
THE CURRENT ACCUMULATION OF RESERVES BY CURRENT BORROWING IS 

IN PART A HEDGE AGAINST THE POSSIBILITY THAT POLITICAL EVENTS 
IN THE IMMEDIATE FUTURE WILL RESULT IN A CURTAILMENT OF CURRENT 
GOC ACCESS TO INTERNATIONAL FINANCIAL MARKETS. BORROWING NOW, 

WHILE THERE IS STILL A LONG LINE OF WILLING LENDERS, WILL PROVIDE 
A CUSION FROM THE ECONOMIC IMPACT SHOULD INTERNATIONAL MONEY 
WINDOWS BE ABRUPTLY CLOSED TO CHILE IN THE PRIVATE AMERICAN, 
EUROPEAN AND JAPANESE MARKETS. 

LANDAU 
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